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Vol. 21, No. 1 (January, 1994) 


THE BEGINNING OF OUR THIRD DECADE 


Mentions the three original objectives of The Insur- 
ance Forum, expresses the belief that significant 
progress has been made in the achievement of 
those objectives, and indicates the intent to carry 
on with this experiment in insurance journalism 


the end of 1992, and concludes with expressions of 
opinion that mutual companies should have access 
to permanent, external surplus, that the National 
Association of Insurance Commissioners should 
adopt a model act on surplus notes, and that 
Congress should amend the Internal Revenue Code 
to make interest payments on surplus notes nonde- 
ductible for federal income tax purposes 


A. M. BEST THREATENS “THE INSURANCE 


WESTERN NATIONAL LIFE’S DECEPTIVE 
FORUM” 


MEMORANDUM TO ITS AGENTS 


Discusses the communications received from the 
A. M. Best Company about copyright concerns as- 
sociated with our publication of Best’s ratings, pro- 
vides a brief history of Best’s ratings, refers to our 
reporting of changes in Best’s ratings, describes our 
reporting of top-rated companies, discusses the end 
of Best’s monopoly in the business of rating insur- 
ance companies, mentions the special ratings issues 
we have been publishing since 1991, and refers to 
some of our other discussions of Best’s ratings 


Vol. 21, No. 2 (February, 1994) 


Describes a memorandum sent by Western Na- 
tional Life Insurance Company to its agents con- 
cerning the company’s financial strength ratings, 
indicates the questions directed to the company 
about the memorandum, shows the company’s re- 
sponses, and concludes with an expression of opin- 
ion that the memorandum was deceptive 


A. M. BEST SUES “THE INSURANCE FORUM” 


Mentions that the A. M. Best Company filed a 
copyright infringement lawsuit against The /nsur- 
ance Forum 


THE RECENT FLURRY OF CONTROVERSIAL 
SURPLUS NOTES 
Discusses the nature of surplus notes, describes the 
surplus notes issued in 1993 by The Prudential In- 


Vol. 21, Nos. 3 and 4 (March/April, 1994) 


FINANCIAL STRENGTH RATINGS OF LIFE- 
HEALTH INSURANCE COMPANIES 


surance Company of America, Metropolitan Life 
Insurance Company, Massachusetts Mutual Life In- 
surance Company, and New York Life Insurance 
Company, shows the extent of the surplus notes 
outstanding in life-health insurance companies at 
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Discusses, in this explanatory article in our 32-page 
special ratings issue, the reasons for public concern 
about the financial soundness of life-health insur- 
ance companies, recommends that individuals rely 
on firms that are in the business of evaluating the 
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financial condition of insurance companies, ex- 
plains how an individual should use the ratings 
when trying to select a life-health insurance com- 
pany from which to purchase new insurance, dis- 
cusses the ratings assigned by Standard & Poor’s 
Corporation, Moody’s Investors Service, Duff & 
Phelps Credit Rating Company, Weiss Research, 
and A. M. Best Company, mentions Best’s copy- 
right infringement lawsuit against The Insurance 
Forum, mentions Best’s recent changes in its rating 
system, identifies seven other important considera- 
tions when an individual is trying to decide 
whether to replace an existing policy, discusses the 
problems associated with transfers of insurance 
policies from one insurance company to another, 
lists all life-health insurance companies rated as of 
January 28, 1994 by one or more of the four rating 
firms other than Best and shows the ratings as- 
signed by the four rating firms, shows changes in 
the ratings assigned by the four rating firms during 
the past year, explains why the special ratings issue 
was published six months earlier than in the pre- 
ceding three years, and includes the four rating 
firms’ descriptions of their rating categories 


FROM THE MAILBAG 


Comments by Gary Myers, Gary A. Meier, D. R. 
Whitson, Hugh Thompson Jr., Harry D. Masek, 
Donna L. Gruenbeck, Susan Bondy, John M. Herb- 
ster, Albert W. Hurst, Juanita W. Foll, Matthew 
Will, Nathaniel Hummel, Emily Lemond, Matt 
Kokkonen, William R. Tomusko, Kevin Carbin, 
Robert H. Harmon, Barry N. Schultheiss, Lynne S. 
Crow, Nick Dollwet, Michael Smith, Morton 
Brooks, Thomas F. Fluornoy III, Vivian Bort, 
Kathy I. Morgan, Eugene Hayden, Richard L. Hall, 
Jane Bryant Quinn, and a cartoon by Harry Privette 
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Vol. 21, Nos. 5 and 6 (May/June, 1994) 


RISK-BASED CAPITAL NUMBERS BECOME 
PUBLIC INFORMATION 

Discusses, in this explanatory article in our 28-page 
special issue on risk-based capital (RBC), the RBC 
model act for life-health insurance companies 
adopted in 1992 by the National Association of In- 
surance Commissioners, describes the RBC data 
that are now public information, explains some po- 
tential confusion about the construction of RBC ra- 
tios, identifies the limitations of RBC data, dis- 
cusses the gag rule that is a part of the RBC model 
act, describes our two-phase survey of RBC 
data, summarizes the results of the survey, shows 
company-specific RBC data for 736 life-health in- 
surance companies, discusses the relationship be- 
tween financial strength ratings and RBC data, de- 
scribes surplus notes, explains how surplus notes 
were treated in our presentation of RBC data, and 
concludes with expressions of opinion that RBC 
data should not be used to rank insurance compa- 
nies from the standpoint of financial strength, and 
that RBC ratios should be used only in combination 
with financial strength ratings 


FROM THE MAILBAG 
Comments by Norman E. Hill, Roman F. Wagner, 
Frank B. Bliss, Wm. Griggs Espy, Myra Lupton, 
Robert M. Lukes, and Michael A. Garoutte 


Vol. 21, No. 7 (July, 1994) 


THE RETIREMENT OF SENATOR HOWARD 
METZENBAUM 
Mentions that United States Senator Howard M. 
Metzenbaum will retire at the end of the current 
session of Congress, and explains why the insur- 
ance business owes him a debt of gratitude for his 
efforts on behalf of insurance consumers 


EQUITABLE’S DECEPTIVE ADVERTISEMENT 
Discusses a two-page advertisement in Forbes by 
The Equitable Life Assurance Society, describes 
the information provided by the company in re- 
sponse to our request for data in support of the ad- 
vertisement, describes the capital-to-liabilities ratio 
used in the advertisement, identifies an alternative 
ratio of net worth to total liabilities, mentions the 
risk-based capital ratio, shows ratios and financial 
strength ratings for 56 large life-health insurance 
companies, quotes from Equitable’s annual report 
about risk-based capital ratios, discusses the finan- 
cial strength ratings assigned to Equitable by the 
various rating agencies, and concludes with an ex- 
pression of opinion that the advertisement was de- 
ceptive because of its emphasis on the superficial 
capital-to-liabilities ratio 
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SOME UNINTENDED CANDOR FROM 

A. M. BEST 
Discusses an article entitled “Behind the Scenes: A 
Closer Look At Risk-Based Capital” and published 
by the A. M. Best Company in the April 11, 1994 
issue of BestWeek, explains that, although the four 
companies used as examples were identified in the 
article only by letters, the companies were identifi- 
able, identifies the companies, and describes the 
contrast between Best’s discussions of the compa- 
nies in the article and Best’s discussions of the 
companies in Best’s Insurance Reports 


CORRECTIONS IN OUR SPECIAL ISSUE ON 
RISK-BASED CAPITAL 
Identifies three companies whose ratings by Stan- 
dard & Poor’s Corporation were incorrectly re- 
ported in our May/June 1994 issue 


FROM THE MAILBAG 
Comments by Sanford B. Halperin, Anne Lavell, 
Richard E. Letscher, and Charles E. Drew 


Vol. 21, No. 8 (August, 1994) 


THE DISCLOSURE APPROACH TO THE 

PROBLEM OF DECEPTIVE PRACTICES IN 

THE LIFE INSURANCE INDUSTRY 
Describes a small portion of my February 1973 
Congressional testimony at a hearing conducted by 
the late Senator Philip A. Hart, discusses an inci- 
dent that occurred in 1970 involving the Society of 
Actuaries, discusses an incident that occurred in the 
1970s relating to deceptive sales practices and in- 
volving the New York insurance department, de- 
scribes the nondisclosure approach to the regula- 
tion of insurance, describes the disclosure approach 
to the regulation of insurance, and concludes that 
the life insurance industry should support the con- 
cept of rigorous disclosure to policyowners and 
prospective policyowners 


RISK-BASED CAPITAL AND THE 

ACCOUNTANTS 
Discusses an exposure draft of a proposed state- 
ment of position by the American Institute of Certi- 
fied Public Accountants (AICPA), explains several 
aspects of the draft that relate to the disclosure of 
risk-based capital information by insurance compa- 
nies, describes briefly a comment letter I submitted 
to the AICPA, and concludes with an expression of 
opinion that the AICPA’s proposal is a significant 
step in the direction of rigorous disclosure for life 
insurance companies 


MORE ON RISK-BASED CAPITAL NUMBERS 
Refers to our May/June 1994 special issue on risk- 
based capital (RBC), describes a substantial 
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amount of additional RBC data that became avail- 
able subsequent to publication of that issue, sum- 
marizes the newly available information, discusses 
the poor relationship between RBC ratios and fi- 
nancial ratings, lists the RBC ratios and ratings of 
the life-health insurance companies with RBC ra- 
tios below 150 percent, and concludes with an ex- 
pression of opinion that RBC ratios should be used 
only in combination with financial ratings 


EXECUTIVES’ COMPENSATION IN 1993 
Shows 1993 compensation of persons who received 
$500,000 or more from insurance companies 


Vol. 21, No. 9 (September, 1994) 


A DECEPTIVE PRESS RELEASE FROM LIFEUSA 
Expresses the opinion that a press release circu- 
lated by Life USA Insurance Company regarding its 
initial rating by the A. M. Best Company was de- 
ceptive, provides some background that preceded 
the press release, describes Best’s announcement of 
the rating and initial report that accompanied the 
rating, describes LifeUSA’s press release, shows 
my correspondence with LifeUSA on the subject, 
and concludes with an expression of opinion that 
LifeUSA alone should assume responsibility for 
the contents of its press release and material omis- 
sions from it 


WHO BOUGHT THOSE CONTROVERSIAL 
SURPLUS NOTES? 

Refers to the article in our February 1994 issue 
about surplus notes, identifies several companies 
that issued surplus notes after publication of that 
article, discusses the activities of the surplus note 
working group of the National Association of In- 
surance Commissioners, discusses some actions by 
the New York insurance department regarding the 
surplus notes issued by The Prudential Insurance 
Company of America, reports the results of a sur- 
vey in which we attempted to identify, in broad cat- 
egories, the buyers of the surplus notes, mentions 
the surplus notes issued by Aurora National Life 
Assurance Company (the successor to Executive 
Life Insurance Company), concludes that the sur- 
vey suggests, although the results were sketchy and 
may understate the extent of capital reshuffling, 
that at least 17 percent of the surplus notes issued 
by insurance companies were purchased by insur- 
ance companies or noninsurance companies affili- 
ated with insurance companies, and concludes that 
the survey suggests capital pyramiding through sur- 
plus notes is not a significant problem 


FROM THE MAILBAG 
Comments by Richard E. DeCamp and an unidenti- 
fied agent of The Equitable Life Assurance Society 


V 
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MORE ON EQUITABLE’S DECEPTIVE 

ADVERTISEMENT 
Refers to the article in our July 1994 issue about an 
advertisement by The Equitable Life Assurance So- 
ciety, reports that the New York insurance depart- 
ment had found the advertisement objectionable 
when it first ran and that the department will in all 
likelihood impose a fine, explains that the depart- 
ment’s concerns about the advertisement differed 
from those expressed in our article, and reproduces 
the relevant portion of the department’s letter to the 
company 


CREDIT FOR REINSURANCE IN LIFE 

INSURANCE COMPANIES 
Shows the credit for reinsurance taken by 64 large 
companies and by 65 other selected companies, and 
relates those figures to the companies’ total re- 
serves before deducting the credit for reinsurance 
and to the companies’ statutory net worth as ad- 
justed to include their asset valuation reserve - 


LIFE INSURANCE COMPANIES’ JUNK BONDS 

AND PROBLEM MORTGAGES 
Shows the holdings of junk bonds and problem 
mortgages by 64 large companies and by 22 other 
companies with specified levels of exposure, and 
uses risk factors to show the exposure of the com- 
panies relative to their statutory net worth as ad- 
justed to include their asset valuation reserve 


Vol. 21, No. 10 (October, 1994) 


MUTUAL OF NEW YORK’S JUNK SURPLUS 

NOTES 
Refers to the articles in our February 1994 and 
September 1994 issues about surplus notes, de- 
scribes the announcement made by The Mutual 
Life Insurance Company of New York (MONY) 
about its issuance of surplus notes, discusses the 
ratings of the notes, discusses the interest rate on 
the notes, describes the “zero” feature of the notes, 
discusses the purpose of the notes, mentions the li- 
ability insurance purchased by MONY in connec- 
tion with the issuance of the notes, and concludes 
that, if the issuance of the notes was a vote of con- 
fidence in MONY by the financial markets, the 
terms of the offering suggest that it was not a 
strong vote 


. M. BEST INCREASES ITS RATING FEES 

Describes the background of the “annual rating ser- 
vice fees” assessed against the rated insurance 
companies by the A. M. Best Company, discusses 
the fees assessed against property-liability compa- 
nies in 1994, discusses the fees assessed against 
life-health companies in 1994, reproduces excerpts 
from Best’s explanatory letter sent to the life-health 
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companies in 1994, and concludes with an expres- 
sion of opinion that, in view of the increases in 
1994, the fees are no longer nominal and that the 
companies are justified in being concerned about 
the current fee level 


Vol. 21, No. 11 (November, 1994) 


AN EXPANDED WATCH LIST OF LIFE-HEALTH 
INSURANCE COMPANIES 


Discusses the criteria for placing companies on the 
watch list, explains how the list should be used, de- 
scribes the limitations of the list, discusses the rat- 
ings assigned to insurance companies by Standard 
& Poor’s Corporation, Moody’s Investors Service, 
Duff & Phelps Credit Rating Company, Weiss Re- 
search, and the A. M. Best Company, discusses 
risk-based capital ratios, discusses the Insurance 
Regulatory Information Service ratios developed 
by the National Association of Insurance Commis- 
sioners, and shows the watch list of 1,057 life- 
health companies 


Vol. 21, No. 12 (December, 1994) 


THE DEMUTUALIZATION OF MIDLAND 
MUTUAL LIFE 


Discusses the manner in which the policyowners’ 
interest in The Midland Mutual Life Insurance 
Company was evaluated for the purposes of demu- 
tualization of the company, mentions the new own- 
ers of the company, describes the pessimistic as- 
sessments that were in the policyholder information 
statement and the appraisal committee report about 
the company’s outlook if the demutualization plan 
was not consummated, compares the original year- 
end 1993 figures with pro forma figures assuming 
the demutualization plan is consummated, dis- 
cusses the dilemma faced by the A. M. Best Com- 
pany in rating the company, and concludes with an 
expression of opinion that the effect of the plan is 
to allow a group of mostly unidentified investors, 
including some corporate insiders, to acquire con- 
trol of a mutual company while paying a relative 
pittance for the policyowners’ interest 


STATE LIFE’S ALLIANCE WITH AMERICAN 
UNITED LIFE 


Discusses the “strategic alliance” that essentially 
converted The State Life Insurance Company into a 
subsidiary of American United Life Insurance 
Company (AUL), describes the guarantee of State 
Life’s obligations by AUL and the termination pro- 
vision of the alliance, discusses State Life’s moti- 
vations for entering into the alliance, describes the 
effect of the alliance, and concludes with an ex- 
pression of opinion that many other companies will 
reorganize or disappear in the next several years 
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